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World Payments Stresses in 1956-57
INTERNATIONAL TRANSACTIONS in the
year ending June 1957 resulted in net trans-
fers of gold and dollars from foreign coun-
tries to the United States. In the four
preceding years transactions of the United
States with the rest of the world had pro-
duced net transfers—of $1.5 to $2 billion
a year—into gold and dollar holdings of
foreign countries and international institu-
tions. In 1956-57 net transfers in the
reverse direction were $500 million.
Throughout the year 1956-57 total pay-
ments from the United States were much
greater than in earlier periods. The shift in
net transfers resulted from foreign develop-
ments, two of which had major importance.
One major development was the emer-
gence of large foreign trade deficits in a
number of countries where resistance to
inflationary tendencies had not been suffi-
ciently effective. These deficits were of a
global character, not merely in trade with
the United States. The other development
was the emergence of large speculative
movements adversely affecting the interna-
tional reserves of some of these countries,
and also of the United Kingdom.
Early in 1957 world industrial produc-
tion was at a new high, after three years of
advance during which investment expendi-
tures were exceptionally large. Most indus-
trial countries found, especially in 1956-57,
that scarcity and unevenness of resources
were limiting the rate of expansion that
could be maintained without loss of internal
financial stability and external balance.
Despite continuing inflationary pressures,
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NOTE.—Upper section: Total payments and exports of goods
and services correspond to main heads in table on p. 1129.
Imports of goods and services include military expenditures
abroad and exclude remittances, pensions, and other transfers.
For 1953-55, annual figures at quarterly rates. For 1956 and
1957, quarterly, adjusted for seasonal variation by the De-
partment of Commerce. Lower section: Increases in total
foreign gold and dollar holdings through transactions with
the United States, corresponding to data in table. Unad-
justed for seasonal variation.
many countries did preserve a considerable
degree of financial balance. But in some
countries—and most strikingly in France,
Japan, and India—unsustainably rapid ex-
pansion of internal demand led in 1956-57
to heavy imports and large drains on foreign
exchange reserves.
The Suez crisis, which necessitated Eu-
ropean purchases of dollar oil and led to
disturbance of confidence in the stability of
the pound sterling, also produced overbuy-
ing in the expectation of rising prices, and
this effect was greatest in countries where
credit expansion was unchecked. Excess
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demand in these countries, together with
the Suez crisis, had wide repercussions in
international trade and payments, including
the transactions of the United States.
One result was great diversity in the
movements of international reserves. Large
drains on reserves occurred in countries im-
porting heavily and in countries adversely
affected by exchange speculation, while
many other countries gained reserves.
INDUSTRIAL PRODUCTION AND TRADE
Expansion of world industrial production
was somewhat slower in 1956 and the first
half of 1957 than in the preceding 18
months. In the United States, after a new
rise in the summer and autumn of 1956, pro-
duction remained nearly level.
In Western Europe, on the other hand,
production leveled out in the second half of
1956 but rose again in the early part of
1957. This new rise reflected resumption
of growth in British internal demand and an
earlier build-up of new orders on the Con-
tinent when it seemed likely that the closing







NOTE.—Organization for European Economic Cooperation
(OEEC) index for Western Europe; latest figure shown is
for July (partly estimated by Federal Reserve). Federal Re-
serve index for United States; latest figure shown is for
September (preliminary).
inflation. Rapid credit expansion continued
in France. Western Europe also felt reper-
cussions of inflated demand in non-Euro-
pean countries such as Japan and India.
Nevertheless, the rise in Western Euro-
pean construction activity and output of
machinery and metal products was smaller
from mid-1956 to mid-1957 than it had
been a year earlier. In contrast to this
slowing down of growth in capital goods
production after mid-195 6, textile output
rose sharply, as consumption and buying
for inventory increased.
In Canada, output of durable goods de-
clined after mid-1956. Total industrial pro-
duction advanced up to February 1957, but
this summer was one per cent under the
year-earlier level.
In Japan, where industrial production
had increased 40 per cent in two years up
to the end of 1956, expansion continued un-
checked until May 1957. Japanese whole-
sale prices rose 6 per cent from April 1956
to April 1957. Investments in inventories
and work in process were large.
In India, expenditures under a second
five-year development plan were heavy.
World trade, pulled up by high and ris-
ing demand, rose through 1956 and re-
mained extremely high in the first quarter of
1957, when usual seasonal forces would
have tended to produce a decline.
In the second quarter, imports of many
European countries leveled off. Some eas-
ing of conditions in European metal and
fuel markets, as well as a tapering off of re-
stocking demand for raw cotton, contributed
to this result. United States and Canadian
imports, seasonally adjusted, had leveled
out even before the end of 1956. On the
other hand, imports by some countries, in-
cluding Japan and India, were at their high-
est in the second quarter of 1957.
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NOTE.—Unadjusted for seasonal variation. Current value
from International Monetary Fund International Financial
Statistics, excluding U. S. military shipments under aid pro-
grams and exports of Soviet Area countries and China Main-
land. Value at 1953 prices derived by using United Nations
world export unit-value index. Data for second quarter 1957
partly estimated.
DIVERSITY IN PAYMENTS BALANCES
In many countries import expansion in 1956
and the early months of 1957 was not
matched by export growth. Exports were
far from keeping pace with rising imports
in Japan, France, India, the Netherlands,
and a number of other countries where in-
ternal demand was very strong. Deteriora-
tion in the trade balances of Japan, France,
and India was large in dollar amount and
exceptionally large, as the chart indicates,
in relation to the size of their trade. For
the three countries combined, the net change
from the year 1955-56 to the year 1956-57
was $2.2 billion, their imports having in-
creased by $2.8 billion and their exports
by less than $700 million.
In Brazil, Mexico, and Pakistan, imports
were larger and exports smaller than in
the preceding period; these declines in ex-
ports were due to a variety of causes, includ-
ing lower coffee sales, short supplies of raw
cotton, and strong internal demand. A few
other countries were affected by lower prices
for copper and rubber, and loss of petroleum
trade during the Suez crisis.
On the other side of the scale, there were
several countries where increases in exports
greatly exceeded increases in imports. The
trade balance of the United States expanded
by $3 billion. In relation to the size of
trade, the change for Australia was even
greater. Australia's exports were much
larger in 1956-57 than in 1955-56, while
her imports were cut down by direct controls
and tighter financial policy. Germany's ex-
port surplus increased considerably, despite
a large rise in imports.
These changes in trade, together with
shifts in capital movements, changed the
CHANGES IN ANNUAL TRADE BALANCES
Comparison of years ending June 1956 and June 1957
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NOTE.—The irregular lines on either side of the zero line
provide a measurement of relative change in a country's trade
balance, based on the size of its imports in 1955-56. The
distance from the zero line to either of the irregular lines
represents 10 per cent of 1955-56 imports. Bars extending be-
yond these lines indicate relatively large changes in trade
balances.
Foreign countries included are those with changes greater
than $150 million. Changes shown for Pakistan, Mexico, and
Brazil reflect import increases plus export decreases; for Aus-
tralia, export increase plus import decrease. International
Monetary Fund data; exports f.o.b., imports c.i.f.
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pattern of gains and losses of reserves. Large
drains on reserves occurred in a greater num-
ber of countries than before. Some gains in
1956-57 were exceptionally big, but in gen-
eral large gains were less common.
Exceptionally large increases in official
gold and foreign exchange reserves occurred
in Germany ($1.3 billion), Venezuela
($700 million), and Australia ($500 mil-
lion). In a few other countries with over-
all payments surpluses at least 15 per cent
the size of their mid-1956 reserves, addi-
tions to official reserves and reductions of
debt to the European Payments Union
totaled $150 million. Though Canada's
official reserves changed relatively little, its
total dollar holdings, including those pri-
vately owned, increased $300 million.
Large declines in official reserves oc-
curred in France, Japan, and India, and in
addition two of these countries drew on the
International Monetary Fund during this
period, and one increased its debt to the
European Payments Union. Measured by
these changes in reserve assets and liabili-
ties, the aggregate deficit of the three ex-
ceeded $2 billion. A dozen other countries
with imports in excess of exports, and with
over-all payments deficits at least 15 per
cent the size of their June 1956 reserves,
used $700 million of reserves and Fund
drawings. Some of these reserve drains
were partly due to speculative outflows of
funds.
Reserves utilized by deficit countries in-
cluded sterling holdings as well as dollars.
Regardless of the currency used, the drains
reflected over-all deficits in the external
accounts of the countries concerned, not
merely trade deficits with the United States.
In the United Kingdom's accounts, the
drawing down of sterling holdings by India,
Japan, and several other countries was in
large part offset by the increase in Austra-
lia's sterling reserves; over-all, the reduction
in sterling holdings was $190 million.
This reduction in British liabilities was
more than offset, however, by Britain's draw-
ing of $560 million from the International
Monetary Fund. The decline in the United
Kingdom's net reserves—since changes in
gross reserves and in debt to the European
Payments Union were negligible—was thus
$370 million.
The United Kingdom, unlike other coun-
tries losing reserves, had a surplus on cur-
rent account. These net earnings of $590
million were more than offset by a long-
term capital outflow of $850 million and
short-term (and unidentified) movements
of $110 million. These capital movements
included large speculative elements. Spec-
ulative movements of funds were thus the
major cause of Britain's net reserve loss in
the year 1956-57. Such movements were
very large after the closing of the Suez Canal.
During the summer of 1957, France made
adjustments in the franc exchange rate, and
speculation arose as to an upward revalua-
tion of the German mark. In these circum-
stances, a new speculative drain on British
reserves started. This movement ceased
late in September, when Germany denied
any intention of revaluing the mark, and
when the British Government announced its
determination not to change the exchange
rate for the pound and demonstrated its
willingness to take such measures of fiscal
and monetary policy as might be required
to enforce that determination.
FOREIGN DEVELOPMENTS AND THE
U. S. BALANCE OF PAYMENTS
Demand for more United States exports in
the year 1956-57 came from all parts of the
world, but the increases varied greatly from
country to country, as the table shows.
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There were exceptionally large percent-
age increases in exports to France, Ger-
many, and Italy, countries in which indus-
trial production again rose considerably.
Increases for other European countries were
also large, averaging about one-fifth. Major
factors were emergency oil movements, ex-
pansion of coal and metal purchases, and
raw cotton restocking.
Outside Europe, there were big increases
in United States exports to Japan and India,
and to Argentina, Brazil, and Venezuela.
Other increases averaged only about 10 per
cent, apart from countries where aid pro-
grams or agricultural surplus disposal credits
were especially large in the year 1956-57.
Several of the countries with the largest
increases in purchases from the United
States fell into one or the other of two
clearly definable groups. Germany, Italy,
and Venezuela, despite their heavy pur-
chases from the United States and others,
had over-all surpluses as measured by
changes in gold and foreign exchange re-
serves. On the other hand, Japan, France,
and India were heavy losers of reserves, and
this primarily because of big increases in
their over-all purchases.
The aggregate increase in United States
exports to these three deficit countries alone
was $900 million; expansion of demand in
deficit countries was a major factor in the
$2 billion shift in the United States balance
of payments from net outward transfers of
gold and dollars in 1955-56 to net inward
transfers in 1956-57.
In the aggregate, United States exports of
goods and services were nearly $26 billion
in the year 1956-57, or one-fifth more than
in the preceding 12 months. Despite this
sharp rise, they were still not as large as
total payments from the United States.
These payments, on current and capital ac-
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1 Excluding United Kingdom, Ireland, and Iceland, which are in-
cluded in Other Western Europe.
NOTE.—Bureau of the Census data, excluding special category
exports for which no information as to country of destination is
published. Details may not add to total because of rounding.
count combined, rose 15 per cent to an un-
precedented amount of over $27 billion.
For individual foreign countries, differ-
ences between payments received from the
United States and dollars or gold spent for
purchases here showed wide variations.
These surpluses and deficits, in turn, were
in some cases augmented, in other cases off-
set, by gold and dollar payments in settle-
ment of transactions between the foreign
countries themselves; they also obtained
some gold from new production. Some of
their dollar receipts went into assets in this
country not classed as dollar holdings.
The resulting pattern of gains and losses
in holdings of gold and dollars—like the
pattern of changes in official reserves of
gold and all foreign exchange—was one of
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great diversity. In 15 foreign countries
where holdings rose by 10 per cent or more,
additions to holdings totaled more than $2.5
billion in the year 1956-57. During the
same period gold and dollar deficits for 15
others also exceeded $2.5 billion; these were
financed in part by more than $1 billion of
drawings from the International Monetary
Fund, reducing that institution's holdings.
In the aggregate, the net addition to gold
and dollar holdings for all foreign countries
and international institutions was only $100
million. They acquired $600 million from
new gold production and hoards. But they
made net transfers of $500 million in settle-
ment of transactions with the United States.
Speculative movements in the year 1956-
57 involved flows of payments to the United
States, as well as to foreign countries such as
Germany and Canada. In contrast to the
$500 million net transfers out of foreign and
international gold and dollar holdings, the
recorded transactions of foreigners with the
United States would have left them a sur-
plus of $700 million, after paying for the
goods and services exported to them by the
United States and after adding to their re-
ported assets in this country other than those
classed as dollar holdings. The discrepancy
is accounted for in the United States balance
of payments by $1.2 billion of unidentified
transactions, a much larger amount than
in preceding years.
Experience at other times of reduced con-
fidence in foreign currencies suggests that
the large unidentified transactions of 1956-
57 were mainly capital movements. In part
these may have consisted of a speculative
build-up, through leads and lags in commer-
cial payments, of accounts payable in the
United States to foreigners. Only to a
limited extent are such accounts normally
covered by the capital flow statistics.
U. S. PAYMENTS
Total payments from the United States to
foreigners, continuing to exceed foreign pur-
chases of United States exports, reached a
record $27.2 billion in the year 1956-57.
There were exceptionally large outflows of
United States private capital, and Govern-
ment credits and expenditures abroad were
larger than the year before. Imports of
goods and services rose about in line with
United States production and income.
U. S. private capital. The net outflow of
private capital totaled $3.9 billion in the
year 1956-57, more than double the large
amount in 1955-56. This expansion of pri-
vate investment and loans abroad accounted
for three-fifths of the increase in total pay-
ments from the United States.
Direct investments of United States com-
panies continued to make up a major part of
the capital outflow, and were particularly
large in Canada and Venezuela. There was
also a marked rise in purchases of foreign
securities and in extension of bank loans and
acceptance credits.
While expansion of Canada's import sur-
plus slowed down, capital flowed into Can-
ada from the United States and other coun-
tries on a greatly increased scale. The
consequent strength of the Canadian dollar
in foreign exchange markets was accom-
panied, and limited, by a rise in private
Canadian holdings of United States dollars.
The heavy capital flow into Venezuela from
the United States, much of which took the
form of cash purchases of petroleum ex-
ploration rights, helped to double Vene-
zuela's gold and dollar holdings.
The outflow of private capital, including
bank credits, to areas outside the Western
Hemisphere increased to $1.5 billion from
$700 million the year before. The increased
outflow to these areas played a significant
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UNITED STATES BALANCE OF PAYMENTS
[In billions of dollars]
T
Item
Payments from United States:
Merchandise imports
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Foreign purchases of U. S. goods and services: \
U. S. merchandise exports
2 \ 7.03
U. S. exports of services
2 I 2.62
Total. 9.64
Increase in foreign assets:
Gold and dollar holdings (net).
Gold purchases from U. S...
Increase in dollar holdings
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1 Excluding military expenditures abroad.
2 Excluding military transfers under aid programs.
3 Short-term U. S. liabilities to foreigners reported by banks in the
United States (Treasury-Federal Reserve data) and U. S. Government
long-term securities.
role in financing their increased payments
for United States goods and services.
U. S. Government transactions. Govern-
ment grants and loans and military expend-
itures abroad totaled $5.5 billion in the 12
months ending June 1957, nearly $450 mil-
lion more than in the previous year. Most
of this increase resulted from a further ex-
pansion of the net outflow of Government
capital. Credits extended through local
currency sales of agricultural commodities
were considerably larger than the year be-
4 Long-term and short-term assets not included in preceding item.
NOTE.—Department of Commerce data; foreign assets reclassified
as indicated in notes 3 and 4. Details may not add to totals because
of rounding.
fore, and financed one-fourth of agricultural
exports in the year 1956-57.
Imports. United States imports of goods
and services, other than military expendi-
tures abroad, totaled $17.9 billion in the
year ending June 1957. The increase of $1
billion, half for goods and half for services,
was much less than the change a year earlier
when merchandise imports were growing
rapidly.
The leveling out in total merchandise
imports broadly paralleled the course of
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production and income in this country. Im-
ports of manufactures, however, continued
to increase despite a leveling off in imports
of manufactured textiles; the volume of
automobile imports more than doubled.
Imports of petroleum also continued to rise,
and in the first half of 1957 were twice as
large in value as they had been four years
earlier.
Imports from Europe, Canada, and Vene-
zuela increased. Imports from the rest of
Latin America and from Asia, Africa, and
Australia were 3 per cent lower than in
1955-56, and this summer were 5 per cent
below their level at mid-1956.
U. S. EXPORTS IN THE SUMMER OF 1957
Total merchandise exports this summer were
no longer rising. They were 13 per cent
above their rate a year earlier, and several
per cent below the first-quarter peak annual
rate of over $20 billion.
Measures taken by countries losing re-
serves played some part in checking the rise
in United States exports, but much more
important were general changes in world
trade and changes in demand for particular
commodities. Exports of machinery, metals,
and coal, which increased heavily up to the
first quarter of 1957, leveled out in the
spring and early summer. Exports of cot-
ton, petroleum, and wheat this summer were
well below earlier peaks.
Between the years 1955-56 and 1956-57,
a tripling of raw cotton exports had ac-
counted for more than one-fifth of the $3.5
billion total increase in exports. Wheat
shipments, increased partly in consequence
of a poor harvest in Europe, accounted for a
tenth, and petroleum for over a tenth. By
June, petroleum exports were back to a more
usual level. In August both cotton and
wheat shipments were about one-fifth below
the rates of August 1956.
In Japan, measures taken this spring and
summer to tighten restraints on credit ex-
pansion took effect rapidly in slowing do-
mestic expenditure, lowering prices, and re-
ducing imports. In France, India, and
some other countries, direct restrictions on
imports were intensified and efforts were
made to increase the effectiveness of general
monetary and credit policy.
United States exports to Japan were de-
clining rapidly during the summer. Down-
ward adjustment in exports to France began
with the passing of the European oil short-
age and continued this summer. There were
also reductions in United States exports to
a number of other countries whose total in-
ternational purchases had been large in rela-
tion to their sales during the year 1956-57.
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